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Abstract 
Feasibility analysis is one of the major competitive decisions for small and medium enterprises (SME). Increasing 
capabilities 
human resources. Some of this constrai
feasibility analysis has to be carried out to develop a comparative investment project based on local core competencies. The 
assessment is carried out on the investment risk level, product and competitive advantage, market attractiveness, 
technological capability and investment profitability. The result show that an investment project with a high success 
potential based on local core competencies has been identify. 
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1. Background 
Small and Medium size Enterprises (SMEs) have a special role in improving the actual economic status of a 
country. Nowadays many developed countries are using strategy of SMEs development based on local 
competencies (local genius) because they influence the competitiveness of industrial development in the 
country as well as beyond national borders and show new ways of thinking about the place of dealing and 
earning. In Indonesia, SMEs are majorly contributed in economic growth because it gives 57% of earning and 
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uses 97% labour (National Cooperatives Department, 2011). SMEs also give a significant contribution in total 
investment, that is 48 % of total investment in Indonesia (National Cooperatives Department, 2011). 
The number of operating SMEs has increased 8,57% per year although the economic crisis happened in 
2010. The number of SMEs was 55,21 million unit in 2011. That number consists of 54,6 million unit in micro 
enterprises, 602.195 unit of small enterprises and 44.280 unit of medium enterprises. Labour usage of SMEs 
increase up to 3,55 million of labour than in 2010 (Musnandar, 2012). 
As SMEs grow, they increasingly need a strategy to face some challenges. In many research conducted, 
many factors are inhibiting the success of SMEs such as lack of capabilities in investment identification, 
managerial and technical expertise. Sorooshian et al (2011) mentioned that the key success of SMEs 
development in Iran and UK is related to human resource characteristics such as educational background, work 
experience and age.   
Ahmed et al (2011) stated SMEs failures are influenced by many factors including the lack of access to 
utility facilities, frequent changes of the prices of raw materials, political unrest, high interest rate on 
borrowings, insufficient and high transportation cost, lack of adequate financing for ongoing concern, and 
inadequate infrastructure by the government. 
development will allow SMEs to compete in a larger market. The similar research has been conducted by 
Maseko et al (2011) that government targeted support to SMEs is effective in SMEs performance. In Indonesia, 
the Industrial ministry of Indonesia has already designed a road map for developing some potential industries 
clusters based on the location for the period of 2010-2014. Agro industry becomes one of the priorities in that 
road map. The potential centre of that industry are Ciamis, Cirebon, Bandung, Semarang, Rembang, Kudus, 
Magelang, Purwakarta, Sleman, Bantul, Malang, Sidoarjo, Denpasar, Padang, Bukittinggi, Makasar, Medan, 
Palembang and Indramayu (Industrial Department,  2009). 
Linking s investment is one of the major competitive decisions. 
Increasing capabilities in investment identification, justifica -s business 
performance improvement. This paper aims to investigate the investment priority with a high success potential 
based on local core competencies as has been discussed above. This, as a result ,will help the government in 
developing SMEs.  
2. Basic Theory 
An integrated feasibility analysis introduced by Indrawati and Subagyo (2011) is used to develop a 
comparative investment priority. This analysis is useful because it provides some assessment factor related to 
the local competencies, including the weight of each factors used by most of investors in Yogyakarta. The 
assessment factors were created based on investors preferences in Yogyakarta by using the method of analytical 
hierarchy process. The assessment factors are (with factor weight in brackets): 
2.1. Investment Risk level (24.8%) 
The first factor is the level of investment risk which consists of three sub-factors. Natural disaster risk 
(32.2%) associated with the geographic location of production and marketing. Investment climate factors 
(24.4%) described the macro-economic conditions, social and politics of a country. Sensitivity of the 
investment  profitability (43.4%) related to the level of profitability changes that will occur when one or 
several independent variables change based on time (Newman, 1990). 
2.2. Products & Competitive Advantage (18.5%) 
Product competitive advantage  is divided into three sub-factors. The product image is associated with the 
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level of public acceptance of the type or character of a product (38.6%). Value of competitive products (31.5%) 
with the price illustrates the position of quality and price of products with competitors products and substitute 
products. Product fulfilment (29.9%) describes the comparison of features of the product to be manufactured by 
a competitor product features. 
2.3. Market Attractiveness (18%) 
Market attractiveness is the first aspect that must be evaluated because it is used to determine the potential of 
existing markets (Umar, 2005). Market size factor (26.2%) associated with a market share that will be 
achieved. While market growth (37.8%) is the tendency of the market growth potential of a product. The 
strength of competition (36%) is related to the presence of similar products and brand strength of competitors. 
Several methods are commonly used as the basis for the feasibility of market attractiveness. 
2.3.1 Measurement and Forecasting Demand 
Market demand forecasting is done by considering the variables that will affect a project. One model that 
can be used is causal forecasting method for a single independent variable with equation (Hanke and Wichern, 
2005): 
 0 1 1 2 2 ..... k kY b b x b x b x   (1) 
by: 
^
Y   = dependent variable, in this case is the demand for the product,  kb  = coefficient  
kx   = independent variable,           k  = number of variables x 
2.3.2 Market Share 
Market share can be used to measure how much the contribution of a company's products on the market. The 
size of the market share can be expressed by the number of products produced by a company divided by the 
total demand for such products on the market. In determining market shares, a company must identify who and 
how many competitors and the level of their sales (Umar, 2003). 
2.4. Technical Capability (16.6%) 
Technical capability provide considerable influences in a business, especially the smoothness of the 
production process. Therefore, restrictions on technical parameters associated with the physical manifestation 
of the project need to be stiffened. Evaluation of technical and technological aspects of several things, namely: 
technology (34.1%) related to the flexibility of the equipment in response to changes in terms of the production 
process, the ease of use, maintenance and environmental impacts. Raw materials which is described the local 
core competencies (32.1%) related to the continuity and ease of obtaining raw materials, price stability as well 
as physical and chemical properties. The human resources (32.1%) illustrates the availability of human 
resources required. 
2.5. Profitability of Investment (22.1%) 
Some critical parameters of the profitability of investment variables that being used are: 
 
Payback period method (39.2%).  Payback period is a period required to close the back of investment spending 
by using the net cash outlay. The payback period calculation can be done using the formula (Umar, 2003): 
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Investment value year
net cash flow
  (2) 
 
Net Present Value / NPV (28%).  NPV is the difference between the present value of the investment with the 
present value of net cash receipts in the future. NPV calculation can be done by formula (Umar, 2003): 
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  (3) 
By: 
NPV  = net present value of cash,      t  = year,      n  = number of years,   
Io  = the initial investment,        CF  = net cash flow,      i  = discount factor 
If the NPV is negative, it indicates that cash flow is not able to repay the capital invested. And if the NPV is 
positive, then the cash flow is able to return capital and provide expected return to investors. 
 
Internal Rate of Return / IRR (32.8%).  This method is used to determine the rate of return NPV cash inflows 
equal to the NPV of cash outflows. Declared eligible investment if the IRR obtained is greater than the 
Required Rate of Return is used. IRR calculations can be done by formula (Umar, 2003): 
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  (4) 
By: 
t  = year,   n  = number of years,  Io  = the initial investment 
CF  = net cash flow,  IRR  = the discount factor,  
If the value obtained IRR greater than the Required Rate of Return is determined then the investment is 
acceptable. 
3. Conceptual Framework 
Using the integrated feasibility analysis Indr
The estment alternatives 
assessment is carried out on the investment risk level, product and competitive advantage, market 
attractiveness, technological capability and investment profitability. The research collected the data on 
government and relevant SMEs using a survey. The data were then verified and subsequently used for 
necessary analysis. 
4.  Result and Discussion 
In the road map made by Industrial Department of Indonesia (2009), it is stated that Sleman and Bantul are 
categorized as a priority area for agr
alternatives are analyzed using an integrated feasibility analysis which consist of some factors that related to 
the local competencies assessment, such as: raw materials availability, potential disasters and others. The 
alternatives are instant cassava products and blend and instant herbal because the main raw materials needed in 
that industry has a high level availability in Sleman and Bantul. Cassava and herbal plants are also categorized 
as original plants from Indonesia and become an alternative food and medicine. 
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4.1. Analysis of Market Factors 
4.1.1. Market Overview 
Market analysis for processing of cassava products, blends herbal and instant herbal medicine in the 
previous year is done to determine the estimated market share. The market share of processing herbal plants is 
0.18% of total medicine market. While cassava processing only has  0.0007% of the similar product such as 
instant noodle, wet noodle, dry noodle, instant porridge and others. 
 
Table 1. Products Position Against Related Products (%) 
No Type Product position Against Related Product (%) 
1 Cassava products 0,0007 
2 Blends and instant herbal  0,18 
4.1.2.  Market Growth 
Based on the demand forecasting demand for product alternatives in 2012-2016 in Indonesia, it showed that 
the forecasting for cassava products decreased among a certain period. However, the herbs and blends herbal 
demand slightly decrease. 
 
Table 2. Product Demand Growth (%) 
No Year Cassava Products Instant herbal Blends herbal 
1 2012-2013 4,02 8,59 8,37 
2 2013-2014 3,86 7,91 7,73 
3 2014-2015 3,72 7,33 7,17 
4 2015-2016 3,58 6,83 6,69 
4.1.3. Strength of Competition 
Instant noodle production as the main competitor of cassava product in 2008 was 78.97%. By considering 
that information, it can be drawn that the competition between sellers of similar products are strong enough. 
According to POM (2002), there are 326 herbal plants in Indonesia using the 180 species of herbal plants. 
Production of instant herbal in Indonesia in 2004 held only 1.35% of total production of herbal medicine 
(Central Bureau of Statistics, 2004). It proves that the competition with modern chemical medicine is strong 
enough.  
4.2. Analysis of Products and Competitive Advantage 
4.2.1. Product Image 
The level of consumption for cassava product, especially in Yogyakarta has reached 189.4% in 2008. Thus 
the chance of public acceptance of cassava processing is good. The other product, instant and blends herbal, are 
suitable with the needs of consumers who do not like the taste of bitter and more practical to consume. Both 
products have a positive response in society due to the mixing case processing of herbal plants with chemicals 
on the processing of herbal plants in other forms such as powder, liquid, or capsule. 
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4.2.2. Level of Compliance Products Market Needs and Satisfaction 
The cassava products has some features which are similar with instant noodles such as consist of several 
taste and can be instantly cooked. Blend and instant herbal consists of 35 kinds of herbs based on the type of 
disease, such as: asthma, stroke and others. The herbal product has been packaged in a container that contains 
the processing means. 
4.2.3. Value of Competitive Products with The Price Offered 
This factor is used to describe the position of quality and price of products with products competitors or 
product substitution. Competitors of selected cassava processing products are glass noodles because of the 
features of both products are almost same (practical and flavor variations). Glass noodles in the package of 32 
grams costs Rp. 900, - while the price of cassava processing products is Rp. 1200, - per 35 grams. The sale 
price of blends herbal is Rp 5,000, - and instant herbal products is sold at Rp 2,500 per pack or containing 120 
grams. The product price of the alternatives are quite expensive compared to similar products. Also the blends 
herbals that are sold in markets Bringharjo Yogyakarta which are the product competitors have  average price 
of Rp 3,000 per pack. 
4.3. Technical Capability 
4.3.1. Technology 
a. Production Capacity and Flexibility.  The maximum capacity of processing cassava per day is 35 kg. Total 
manufacturing process of the cassava has currently been set at 28.8 kg or 823 packs. The demand of 
cassava varies between 28.8 and 33 kg per day. The maximum capacity of the process of making herbal 
blend is 85 packs per day and 64 packs per day for instant herbs. The current production capacity of instant 
herbal medicine and herbal blends are not able to meet the changing demands in the year 2009-2012. 
Where demand herbal concoction during this period reached 108 to 133 packs per day and herbal instant 
reach 69 to 82 packs per day. 
b. Ease In Use.  Based on the investment cost component of cassava processing and processing of herbal 
plants, it appears that the equipment for processing of cassava production equipment are relatively simple 
and they requires no special skill to operate. Every worker must wear gloves and masks to prevent 
contamination of the product 
c. Environmental Impact.  Production of cassava processing equipment considered to be environmentally 
friendly. Waste produced (scrap of cassava) can be disposed of without special handling. Likewise the 
processing of herbal plants are also environmentally friendly. Waste in the form of flakes of herbal plants 
can be discarded without any special treatment. Production of cassava processing equipment considered 
environmentally friendly. 
4.3.2. Raw Materials 
The availability and continuity of cassava is experiencing absolute growth rates of 5.088%. For the 
processing of herbal plants, the growth for each type of raw material ranged from 2.66% -10.15%. In terms of 
the price of raw material processing products, cassava is undergoing a significant change with the trend of 
higher prices. For the herbal raw material, the prices also experienced significant changes. The raw materials 
for cassava products and herbal plants required to be store with special handling such as temperature and 
humidity should be maintained as well as usage time limits must be observed. In the event of misuse, defective 
products can cause health risks for consumers. 
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4.4. Level of Investment Risk 
4.4.1. Natural Disasters 
The location of production of each product is in Imogiri (Bantul) and Pakem (Sleman). The location is 
chosen because the area is close to raw materials and categorized as small towns (Central Bureau of Ststistics, 
2008). Those town have good infrastructure facilities and manpower. However, those town are sensitive to 
natural disasters. The Imogiri site is tectonic earthquake-prone area that until now there is no theory that can 
predict when, where and for certain large magnitude of an earthquake (Rahardjo, 2006). While the Pakem 
which is the location of herbal production was categorized as the area II of volcano disaster (BPPTK, 2006), 
where the evacuation process is still possible. Merapi volcano hazards are predictable when it happened and the 
level of danger that can be caused by using various tools of observation. 
4.4.2. Investment Climate 
Indonesia's economic growth reached 6.5% in 2011 and inflation rate is at level of 3.79%. The improvement 
in performance was accompanied by improved quality reflected in the high growth of investment and the role 
of exports as a source of growth, decreasing unemployment and poverty, as well as inter-regional distribution 
of economic growth is getting better (Bank Indonesia, 2011). Based on Indonesia's economic outlook in 2012, 
the economic is forecasted to remain strong, although the risks stemming from global economic slowdown is 
still high. National economy in 2012 is forecasted to grow around 6.3% - 6.7% and inflation is expected to be 
in the range of the target 4.5% ± 1%. Huge domestic market, macroeconomic stability, low interest rates, 
improving the investment climate and investment grade status is a factor driving the high growth of investment 
in Indonesia (Bank Indonesia, 2011). 
4.4.3. Sensitivity of Investment Profitability 
From the results of sensitivity analysis for the investment profitability in Table 4.3, it is shown that the 
investment processing of herbal plants is feasible for each condition based on payback period criteria. The 
investment will get the payback before the investment reach its economic life (5 years) in all sensitivity 
parameters. 
Table 3. Financial Feasibility of Sensitivity Parameter 
Cassava Product 
Category Payback period NPV IRR 
Increasing of operational cost 10% 5 years (Rp. 74.168.800,00) 0 
Decreasing income 10 % 21 years (Rp. 75.210.100,00) 0 
Increasing of investment cost 50 % 8 years  (Rp. 65.412.700,00) 0 
Instant and Blend Herbal 
Category Payback period NPV IRR 
Increasing of operational cost 10% 4 years (Rp. 3.399.000, 00) 13% 
Decreasing income 10 % 4 years (Rp. 12.262.000,00) 6% 
Increasing of investment cost 50 % 4 years (Rp. 4.889.200,00) 14% 
4.5. Analysis of Investment Profitability 
In the NPV calculation, the Required Rate of Return (RRR) is 15% used at the discretion of the investor. 
The annual interest rate of time deposits for the first quarter of 2012 amounted to 6,05% (Bank Indonesia, 
2012). Based on Table 4.4., it can be concluded that the industrial processing of cassava is not financially 
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feasible. Business processing of medicinal plants is the most profitable investment opportunities when 
compared with the instant cassava product. 
Table 4. Analysis of Investment Profitability  
Analysis Result 
Cassava product Blend and Instant Herbal 
Payback Period 5 years 2 years 
Net Present Value (Rp. 28.445.600,00) Rp. 33.300.700,00 
Internal Rate of Return 0% 35% 
4.6.  
Based on the comprehensive feasibility analysis considering the investment risk level, product and 
competitive advantage, market attractiveness, technological capability and investment profitability, the 
investment project with a high success potential based on local core competencies which has been identify is 
blend and instant herbal SMEs. Table 4.5 shows that the cassava product become the second investment 
alternative plan that will be realized after the blend and instant herbal. 
Table 5. Priority of SME s Investment  
 
Alternatives 
Priority 
Weight Rank 
Cassava product 0,43 II 
Blend and Instant Herbal 0,57 I 
5. Conclusion  
The best investment alternative based on the feasibility analysis in 
accordance with local core competencies is the business processing of herbal plants (priority weight 57%), and 
cassava processing business (priority weight 43%). Based on these results,  herbal 
plants occupy the first position if the investment plan that will be realized. For further research, it is suggested 
that analysis for another  area should be conducted in order to 
have a wide  range of SMEs priority and selection. Therefore, the would be 
gove  
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